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A Sales Tax for Massachusetts? 


Any industrial state that falls behind its chief competitors in providing new 
factory jobs and lags in construction of manufacturing and commercial facilities 
has cause for serious concern. In Massachusetts such concern is directed in part at 
the state and local tax structure as a threat to the economic health of the state. The 
ovei-all burden of tax collections in Massachusetts is only slightly above the average 
of its principal industrial competitors. But present taxes fall so heavily upon property 
and corporations that they stand as a deterrent to the growth of investment and 
new business. 

Massachusetts faces a serious dilemma: On the one hand, the burden of taxes 
on business needs to be lowered to provide a tax structure that will stimulate rather 
than deter new business growth. On the other hand, rising costs of existing pro- 
grams are forcing up state and municipal budgets. It is estimated that next year 
it will cost $24 million more to maintain the state’s present programs. Also, de- 
mands for a rising quality and quantity of public service are leading to yet larger 
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state and local government expenditures. Publi 
education is a prime example of a vital public 
service on which outlays will steadily rise for the 
foreseeable future. The needs for higher teacher 
salaries and new buildings, along with a rapidly 
growing population and a rising number of years 
of schooling per pupil, insure increased expendi- 
tures. Demands for more and better highways 
and for expansion and improvement of hospital, 
mental and welfare institutions may also lead to 
higher outlays. 

Are these increased expenditures necessary? 
Can Massachusetts solve this fiscal dilemma by 
tightening its belt? Certainly citizens will en- 
dorse efforts to scrutinize and restrain public 
expenditures. But the size of the problem is in- 
dicated not only by the problem of balancing 
the current budget but also by the large amount 
of purchasing on credit. State debt rose by $102 
million in fiscal 1956. Debt of cities and towns 
increased by approximately $33 million and debt 
of regional school districts by $5 million during 
calendar 1956. The adequate financing of pres- 
ent programs requires not only balancing the 
current revenue budget, but also paying currently 
for some activities that in the past have been 
allocated to the capital budget. This article as- 
sumes that economy efforts will be unable to 
eliminate the need for additional tax revenues. 

If expenditures are cut sufficiently to balance 
the budget and halt the upward climb of state 
debt, there will still be an important reason to en- 
act new taxes. A new tax source could be used to 
replace revenue that otherwise would have to be 
collected from local property and corporation 
taxes. Every decrease (or prevented rise) in 
property and corporation tax rates made possible 
by the substitution of revenue from a non-business 
tax source would increase the attractiveness of 
Massachusetts as a site for locating and expand- 
ing manufacturing plants.! 

Massachusetts citizens and legislators will be 
appraising alternative revenue sources to meet 
the demand for expanding state programs and 
for more state aid to cities and towns. At the 
outset, present taxes will be examined to deter- 
mine if their yield can be expanded. About 70 
per cent of present state and local tax collections 
comes from property and corporation taxes. An- 
other 11 per cent comes from the personal in- 
come tax, with other taxes accounting for 19 per 
cent. Doubling the specific sales or excise taxes 
on motor fuel, cigarettes and alcohol could raise 
an additional $110 million. However, such rates 
would leave purchasers of these products pro- 


‘See Federal Reserve Bank of Boston, Business Review, 
February 1957. 
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iding over one-half of total state tax revenues. 
Other tax sources each yielding more than a 
million dollars to Massachusetts in fiscal 1956 
were those levied on inheritances, insurance com- 
panies, racing, meals, public utilities, and bank- 
ing, trust and savings companies. Potential rev- 
enue from reasonable increases in most of these 
taxes is quite limited. 

The practical choices open to Massachusetts 
are expansion of the personal income tax, some 
form of general sales tax, or both. A three per 
cent retail sales tax exempting most necessities, 
services and excise-taxed goods would yield about 
$110 or $120 million in the coming fiscal year. 

The additional revenue likely to be obtained 
by revision of the personal income tax would be 
considerably less. The most extensive and 
revenue-producing proposal has been: to charige 
the amounts of personal exemptions—now $2,000 
for an individual, $2,500 for a married couple, 
and $400 for additional dependents—to $600 per 
person; to eliminate all deductions from income 
—now granted for federal and state income taxes 
on wages and salaries, social security payments, 
union dues, and, under certain conditions, medi- 
cal payments—; and to tax all remaining income 
at the New York state income tax rates. The 
first $1,000 of taxable income would be taxed at 
two per cent, with the rate rising by one per cent 
on each additional $2,000 of income, until the 
income of $9,000 is reached. Additional income 
would be taxed at seven per cent. 

This program would yield an additional $85- 
90 million of annual tax revenue. However, it 
should be noted that the introduction of the 
progressive rate structure and the taxing of all 
income by that structure would reduce the yield 
of the tax by an estimated $4 or $5 million. 
The additional revenue would come primarily 
from the lowering of personal exemptions, which 
would yield $60 million, and the elimination of 
the deductibility of federal income taxes, which 
would yield another $22 million. The elimina- 
tion of other deductions would yield $5 or $6 
million, and the taxation of rental income, cur- 
réntly not taxed, would bring in $4 or $5 million 
more. 

The progressive rate structure would reduce 
collections from the first $3,000 of taxable wages 
and salary income, but increase it on subsequent 
earnings. Thus part of the burden would be 
shifted from low- to high-income receivers. Since 
interest and dividend income and capital gains 
on intangibles are already taxed at 7.38%, taxes 
on earnings from these sources would be cut. 

A major stumbling block to the adoption of 
the progressive income tax is that it requires an 








amendment to the state constitution, which 
would probably not be adopted before 1961. 
Therefore an interim program would be needed 
and plans would have to allow for the possibility 
that the constitutional amendment would not be 
adopted. Also there is no guarantee that the 
legislature would vote the rest of the proposal, 
particularly the $1,400 cut in the taxpayers’ per- 
sonal exemption. 

One interim proposal has been to adopt now 
the above changes in the personal income tax 
except for the progressive rate structure. This 
would mean the imposition of an unusually 
heavy state income tax burden on low-income 
groups. 


Who Pays a Sales Tax? 


The sales tax has long been labeled a “regres- 
sive” tax; meaning that lower income groups pay 
a larger proportion of their income under the tax 
than do higher income groups. When all groups 
pay the same proportion of their income through 
a tax, it is known as “proportional.”” When the 
ratio of tax to income increases as the level of 
income rises the tax is known as “progressive.” 

If all expenditures of consumers were taxed, 
a sales tax would be very regressive, because 
lower-income families spend much larger propor- 
tions of their incomes. However, the exempting 
of food and housing is enough to make a sales tax 
roughly proportional up to about the $8 thou- 
sand income level. Above that point it remains 
regressive. Exemption of other items which loom 
larger in the budgets of low-income families 
could make a sales tax progressive. Similarly 
the exemption of other items purchased _pri- 
marily by high-income families would have a 
regressive effect. 

The recent publication of the most extensive 
data ever gathered on family income and ex- 
penditure patterns makes possible for the first 
time an accurate calculation of the expenditures 
of different-sized families at different income 
levels.2. Table I shows the burden of a tax on 
retail sales of tangible property when expendi- 
tures for food, meals, tobacco products, bev- 
erages, housing, fuel, utilities, medical care, ad- 
missions, newspapers, magazines, books, gasoline 
and transportation fares are tax-exempt.? These 
exemptions also create an approximately pro- 
? Bureau of Labor Statistics, U. S. Department of Labor, 
and Wharton School of Finance and Commerce, Uni- 
versity of Pennsylvania, Study of Consumer Expendt- 

tures, Incomes and Savings, University of Pennsylvania, 
wes 

eae on Study of Consumer Expenditures, Incomes and 
Savings, op. cit., and an unpublished study done for the 
Federal Reserve Bank of Boston by Professor Philip L. 
Gamble of the University of Massachusetts. 


TABLE | 
AMOUNTS PAID IN ONE PER CENT SALES TAX BY FAMILIES 
IN NORTHERN CITIES AND SUBURBS# 
SIZE OF FAMILY 
(Tax as Cents Per $100 of Income) 














| | | | 

| One | Two | Three | Fow | Five Six or 
Income | Person Person | Person | Person | Person More 
$9000 | te | 90 | 95° | 96 b b 
3,000 19 | 929 | 98 | 96 | 96 24 
4,000 17 | 94 o7 6| «CSF 99 Q7 
5,000 13 97 | 98 28 99 30 
6,000 | 15 9 | 97 | 29 | 98 99 
7,000 | » 24 | 2 | 99 | 97 27 
8000 | >» 93 95 | 97 | 95 97 
9000 | » | 93 | 94 94 | 93 98 
10000 | » | 93 | 94 22 | 93 | 98 





® Assumed exemptions stated in text. 
b Data not available for more than ten families. 
Source: See Text, footnote 3. 


portional sales tax. It tends to be slightly pro- 
gressive below the $5,000 income level and 
slightly regressive above it. It also falls some- 
what more heavily on larger families. The con- 
sumption patterns of single-person families re- 
sult in their being the least heavily taxed. 

Since the expenditure survey was based on a 
sample of 5,716 families, some of the variation 
in Table I is due to sampling error, i.e. the 
differences between the families in the survey 
and all families. To estimate the burden 
of a three per cent sales tax, these figures may be 
multiplied by three. 

These exemptions are not put forward as a 
recommended tax program. Some exemptions 
were adopted for this calculation because of the 
nature of the available data. However, they 
are rather similar to the exemptions of the Con- 
necticut sales tax and of the major proposal 
that has been placed before the Massachusetts 
legislature. Connecticut also exempts children’s 
clothing, but taxes meals of more than one dol- 
lar, alcoholic beverages, soft drinks, non- 
prescription drugs and books. 

The selection of exemptions affects not only 
the regressivity of this tax but also its yield and 
administrative cost. The larger the proportion 
of consumer expenditures not taxed, the smaller 
is the yield. As will be discussed shortly, exemp- 
tions increase the cost of administering the tax. 

Table II uses the same source of data to esti- 
mate the dollars and cents outlay of families 
under a three per cent sales tax when the ex- 
emptions are the same as in Table I. Table II 
also indicates the increase in family taxes under 
the proposed progressive income tax. 

This table shows that the tax bills of one- and 
two-person low-income families would be in- 
creased more by the progressive income tax than 
by the sales tax. The tax bills of low-income 
families of three or more persons would be in- 
creased more by the sales tax, because of the per- 
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TABLE Il 


AMOUNT OF TAX BY FAMILY SIZE AND INCOME LEVEL 





BurdenofRais- 





| . Burden ofRais- 
| ing $80-90 jing $110-120 
Burden Burden of Po sam Million by 
of Present Progressive R d oe 3 Per Cent 
Income Level | income Tax* | Income Tax” ee” Sales Tax* 
by Family Size (dollars) (dollars) “dollers) (dollars) 
(Co!. 1) (Col. 2) (Col.2-Col. 1) (Col. 4) 
Single Person 
$2,000 0 28 28 11 
4,000 38 96 58 20 
6,000 84 180 96 27 
8,000 129 284 155 qa 
10,000 181 408 227 a 
Two Person 
$2,000 0 16 16 12 
4,000 30 74 44 29 
6,000 77 152 45 47 
8,000 123 250 127 $5 
10,000 171 368 197 69 
Three Person 
$2,000 0 4 4 15 
4,000 2° 56 34 32 
6,000 69 128 59 49 
8,000 115 220 105 60 
10,000 163 332 169 72 
Four Person 
$2,000 0 0 fe) 16 
4,000 14 38 24 32 
6,090 61 104 43 59 
8,000 108 190 82 65 
10,000 155 296 141 66 
Five Person 
$2,000 0 0 0 qa 
4,000 5 20 15 35 
6,000 53 80 Q7 50 
8,000 100 160 60 60 
10,000 147 260 113 69 
Six or More ; 
$2,0 0 (0) 0 ¢ 
4,000 c@) 8 8 32 
6,000 45 58 13 52 
8,000 93 136 43 65 
10,000 139 230 91 84 

















® Assumes all income is from wages and salaries. Income from interest, divi- 
dends, rents and annuities is taxed differently in Massachusetts. Assumes 4 
married couple in all families of two or more persons. 


b Assumes exemptions of $600 per person, no deductions, and New York 
State income tax rates. 


© Assumed exemptions stated in text. 
4 Data not available for more than ten families. 


sonal exemptions in the income tax. These esti- 
mates of the amount of tax apply only with the 
specific rates and exemptions cited. 

Table II does not tel! the full story of the bur- 
den of these taxes since it does not allow for 
their deductibility in determining federal in- 
come tax. Deductibility makes no difference if 
the standard deduction of ten per cent is taken. 
If federal deductions are itemized, the amount 
by which either tax exceeds the other in the 
amount due to the state will be partially offset 
by the consequent reduction in the amount owed 
the federal government. 

Several variations on the sales tix are likely 
to be advanced for consideration. One is the 
gross receipts or gross income tax. This tax 
(used in Indiana, Washington and West Vir- 
ginia) is levied against net sales or receipts of 
all businesses. 

Serious objections have been raised to the 
taxation of gross receipts. These stem from the 
levying of the tax on all transactions, not just 
retail sales. This leads to the pyramiding of the 
tax as a product passes through the hands of 
several manufacturers and distributors. 
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Assuming the tax is made part of the price of 
the finished product, it operates as a sales tax 
levied at different rates upon different types of 
goods. The more hands through which a prod- 
uct normally passes, the greater will be the 
amount of tax included in its final price. 

Pyramiding also means that non-integrated 
firms are handicapped in competition with more 
integrated ones. Since products of fully integrated 
firms are taxed only once, profits of their non- 
integrated competitors who sell at the same price 
are lower by the amount of the multiple appli- 
cations of the tax. Thus it is a stimulant to 
corporate mergers. 

A turther objection to the gross receipts tax 
is that it is not related to profits and bears much 
more heavily on firms with a low markup than 
on those with a high. 

Another tax technique that may be proposed 
is a “value added” tax such as that of Michigan. 
While also collected on all sales, it attempts to 
overcome the pyramiding which occurs with a 
gross receipts tax by taxing only the difference 
between the value of the product a firm sells and 
the value of materials purchased to produce it. 
The most serious objections to this tax are the 
cost of administering and enforcing it and the 
difficulty of determining value added. Collec- 
tions under this tax also have no relation to 
profitability. 

Gross receipts and value-added taxes fall most 
heavily on firms buying and selling in their own 
states. Sales to customers in other states are not 
taxable. Firms buying in the local market will 
find these taxes reflected in the price of at least 
some of their purchases. 


Administration and Enforcement 


A recent study by the Ohio Department of 
Taxation? has dealt with the cost of adminis- 
tering and collecting a sales tax. Table III 
shows that, for the 17 states from which data were 
obtained, total costs ranged, with one exception, 
from 0.94 per cent of collections in the case of 
Connecticut to 2.01 per cent for California. The 
exception was Ohio where, at least in part be- 
cause of its unique stamp plan, costs were 3.82 
per cent. The number of auditors and total em- 
ployees in each state’s program has been in- 
cluded in Table III to give an alternative meas- 
ure of the size of their sales tax operations. 

These figures do not indicate anything about 
waste or efficiency in administering the tax. 
Costs will reflect both the specific law to be en- 
forced and the intensity of enforcement. Half 





*Cost of Administration, Retail Sales 
States, March 1956. 
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of California’s cost arises from its extensive au- 
diting program, which yields two dollars in de- 
linquent taxes for each dollar spent. 

The estimation of the cost to retailers of col- 
lecting this tax is more difficult to determine, 
but there are several indications that it is no 
more than the cost to the’ state. Many experts 
feel that once a store’s accounting system has 
been adapted to include the sales tax and clerks 
have become familiar with the tax, collecting it 
may still be a “nuisance,” but only a negligible 
part of the retailer’s costs. 

Fifteen states have adopted “vendor discounts” 
to reimburse the retailer for his function as tax 
collector. Six states give two per cent of the tax 
collected, eight give three per cent, and Colorado 
gives five per cent. These discounts range from 
0.04 per cent of the value of taxable sales in 
three instances, to 0.10 per cent for Colorado. 
Since vendors appear to be well satisfied with 
such allowances, it is reasonable to assume their 
costs do not generally exceed them. 

State tax administrators are agreed that the 
cost of collecting a sales tax rises significantly for 
both retailers and the state as the number of ex- 
empt commodities is increased. The retailer 
who sells both taxable and non-taxable goods, 
such as a department or drug store, must keep 
more extensive records to separate the two types 
of sales. The more extensive records also com- 
plicate the job of the state’s auditors in checking 
retailers’ books. 

If the number of exempt commodities is large 
they become a serious roadblock to effective en- 
forcement. The work of the auditors is the key 
element in enforcement of the sales tax. If audi- 
tors can enter a store knowing the tax due is 
approximately three per cent of sales, it is much 
easier to determine the full amount due. Con- 
sequently compliance with the law is vastly im- 
proved. The retailer is not tempted to be lax in 
reporting the full amount of the tax, and he is 
happier because he knows that his competitors 
are also paying the full amount. 

The cost of administering and collecting sales 
taxes appears to be no more expensive than ob- 
taining the average state tax dollar. In reply 
to requests for information from the Federal 
Reserve Bank of Boston, twelve states that have 
both general sales and income taxes were able to 
report their costs of collecting each. Eleven of 
the twelve spend more to collect a dollar of rev- 
enue from the income than from the sales tax. 

The collection of the income tax also places 
certain costs of compliance upon taxpayers. If 
the tax is withheld, employers must withhold the 
proper amount of tax from wages, submit the 


TABLE Ill 


COST OF ADMINISTRATION AND PERSONNEL UTILIZED, 
RETAIL SALES TAX IN 17 STATES 








| Cost of 
| Number | Numberof| Collection and 
Fiscal | Collections of Auditors- | Enforcement as 

State | Year | (thousands) | Employees | Examiners | Per Cent of Yield 
Ala. 54 $ 58,932 169 n.d. 1.68 
Cal. "SS 492,879 1541 735 2.01 
Colo. ee 37,072 103 n.a. 1.40 
Conn. 55 60,917 123 66 94 
Fla. es 74,027 278 111 1.85 
ll. oo 207,343 549 109 1.48 
Kans. 55 50,502 146 62 1.28 
Le. 35 64,811 na. n.d. n.a. 
Md. a5 34,999 147 63 1.76 
Mich. — 300,266 293 219 .85 

0. 54 90,484 n.a. n.d. n.d. 
N.C. 55 58,413 247 98 1.58> 
Ohio 55 207,217 400 201 3.82 
Okla. 54 43,493 107 n.d. n.d. 
= ‘oo 46,649 1978 56 1.58 
Tenn. 55 55,112 150 44 na. 
Wash. Be 128,377 203 60 n.d. 




















n.d. not available. 
® Personnel data are for 1954-55. 
b Incomplete, includes only wages and salaries. 


Source: Ohio Department of Taxation, Cost of Administration, Retail Sales 
Taxes, Selected States, 1956. 


withholdings to the government, and provide 
annual statements to employees. The burden of 
completing returns varies enormously between 
individuals. Some persons need do little more 
than submit their employer’s withholding re- 
ceipt. Those who itemize deductions or have 
income or capital gains from business or invest- 
ments may have to keep a number of records 
and engage in lengthy computations. 


Conclusions 

In considering the feasibility of adopting the 
entirely new (for Massachusetts) revenue source 
of a general sales tax, it is worthwhile to examine 
the experience of other states. 

The sales tax has grown enormously in popu- 
larity as the answer to state needs for additional 
revenue. While 22 states had general sales taxes 
in 1945, 32 states now use it to collect one-third 
of their tax revenues. Nineteen of these also 
have both personal and corporate income taxes. 

The sales tax is receiving prominent considera- 
tion as a new source of tax revenue in more than 
half the remaining 15 states. Tax policy com- 
mittees appointed by the governors or legisla- 
tures of Idaho, Wisconsin and Oregon have re- 
cently recommended that their states should 
adopt a retail sales tax. Such a committee, com- 
posed of businessmen, labor leaders and public 
officials, unanimously recommended that Penn- 
sylvania’s temporary and selective sales tax be 
made a permanent and general one. A similar 
committee in Minnesota proposed that, if more 
revenue were needed in the future, the sales tax 
and the value-added tax be considered. 











TABLE Il 
AMOUNT OF TAX BY FAMILY SIZE AND INCOME LEVEL 
BurdenofRais- 
ing $80-90 Burden of Reis 
ili ing $110 
Burden Burden of aan ron \ Million by 
of Present Progressive R se 3 Per Cent 
Income Level | income Tax" | Income Tax nibarecei aa Saag sarees 
by Family Size (dollars) (dollars) “dole ¥ (dollars) 
1,1) (Col. 2) o-Co (Col. 4) 
(Col, (Col.2-Col. 1) 
Single Person 
,Q00 fe) 28 28 11 
4,000 38 96 58 20 
6,000 84 180 96 Q7 
8,000 129 284 155 d 
10,000 181 408 227 
Two Person 
$2, 0 16 16 12 
4,000 30 74 44 29 
6,000 77 152 75 47 
8,000 193 250 197 55 
10,000 171 368 197 69 
Three Person 
$2,000 0 4 4 15 
4,000 2° 56 34 32 
6,000 69 128 59 49 
8,000 115 220 105 60 
10,000 163 332 169 72 
Four Person 
$2 0 0 0 16 
4,000 14 38 24 32 
6,090 61 104 43 52 
8,000 108 190 82 65 
10,000 155 296 141 66 
Five Person 
$2,00! 0 0 0 qa 
4,000 5 20 15 35 
6,000 53 80 Q7 50 
8,000 100 160 60 60 
10,000 147 260 113 69 
Six or More 
$2,000 0 0 0 d 
4,000 0 8 8 32 
6,00 45 58 13 52 
8,000 93 136 43 65 
10,000 139 230 91 84 

















® Assumes all income is from wages and salaries. Income from interest, divi- 
dends, rents and annuities is taxed differently in Massachusetts. Assumes a 
married couple in all families of two or more persons. 


b Assumes exemptions of $600 per person, no deductions, and New York 
State income tex rates. 


© Assumed exemptions stated in text. 
4 Data not available for more than ten families. 


sonal exemptions in the income tax. These esti- 
mates of the amount of tax apply only with the 
specific rates and exemptions cited. 

Table II does not tel! the full story of the bur- 
den of these taxes since it does not allow for 
their deductibility in determining federal in- 
come tax. Deductibility makes no difference if 
the standard deduction of ten per cent is taken. 
If federal deductions are itemized, the amount 
by which either tax exceeds the other in the 
amount due to the state will be partially offset 
by the consequent reduction in the amount owed 
the federal government. 

Several variations on the sales tax are likely 
to be advanced for consideration. One is the 
gross receipts or gross income tax. This tax 
(used in Indiana, Washington and West Vir- 
ginia) is levied against net sales or receipts of 
all businesses. 

Serious objections have been raised to the 
taxation of gross receipts. These stem from the 
levying of the tax on all transactions, not just 
retail sales. This leads to the pyramiding of the 
tax as a product passes through the hands of 
several manufacturers and distributors. 
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Assuming the tax is made part of the price of 
the finished product, it operates as a sales tax 
levied at different rates upon different types of 
goods. ‘The more hands through which a prod- 
uct normally passes, the greater will be the 
amount of tax included in its final price. 

Pyramiding also means that non-integrated 
firms are handicapped in competition with more 
integrated ones. Since products of fully integrated 
firms are taxed only once, profits of their non- 
integrated competitors who sell at the same price 
are lower by the amount of the multiple appli- 
cations of the tax. Thus it is a stimulant to 
corporate mergers. 

A further objection to the gross receipts tax 
is that it is not related to profits and bears much 
more heavily on firms with a low markup than 
on those with a high. 

Another tax technique that may be proposed 
is a “value added” tax such as that of Michigan. 
While also collected on all sales, it attempts to 
overcome the pyramiding which occurs with a 
gross receipts tax by taxing only the difference 
between the value of the product a firm sells and 
the value of materials purchased to produce it. 
The most serious objections to this tax are the 
cost of administering and enforcing it and the 
difficulty of determining value added. Collec- 
tions under this tax also have no relation to 
profitability. 

Gross receipts and value-added taxes fall most 
heavily on firms buying and selling in their own 
states. Sales to customers in other states are not 
taxable. Firms buying in the local market will 
find these taxes reflected in the price of at least 
some of their purchases. 


Administration and Enforcement 


A recent study by the Ohio Department of 
Taxation? has dealt with the cost of adminis- 
tering and collecting a sales tax. Table III 
shows that, for the 17 states from which data were 
obtained, total costs ranged, with one exception, 
from 0.94 per cent of collections in the case of 
Connecticut to 2.01 per cent for California. The 
exception was Ohio where, at least in part be- 
cause of its unique stamp plan, costs were 3.82 
per cent. The number of auditors and total em- 
ployees in each state’s program has been in- 
cluded in Table III to give an alternative meas- 
ure of the size of their sales tax operations. 

These figures do not indicate anything about 
waste or efficiency in administering the tax. 
Costs will reflect both the specific law to be en- 
forced and the intensity of enforcement. Half 


*Cost of Administration, Retail Sales Taxes, Selected 
States, March 1956. 
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of California’s cost arises from its extensive au- 
diting program, which yields two dollars in de- 
linquent taxes for each dollar spent. 

The estimation of the cost to retailers of col- 
lecting this tax is more difficult to determine, 
but there are several indications that it is no 
more than the cost to the’ state. Many experts 
feel that once a store’s accounting system has 
been adapted to include the sales tax and clerks 
have become familiar with the tax, collecting it 
may still be a “nuisance,” but only a negligible 
part of the retailer’s costs. 

Fifteen states have adopted “vendor discounts” 
to reimburse the retailer for his function as tax 
collector. Six states give two per cent of the tax 
collected, eight give three per cent, and Colorado 
gives five per cent. These discounts range from 
0.04 per cent of the value of taxable sales in 
three instances, to 0.10 per cent for Colorado. 
Since vendors appear to be well satisfied with 
such allowances, it is reasonable to assume their 
costs do not generally exceed them. 

State tax administrators are agreed that the 
cost of collecting a sales tax rises significantly for 
both retailers and the state as the number of ex- 
empt commodities is increased. The retailer 
who sells both taxable and non-taxable goods, 
such as a department or drug store, must keep 
more extensive records to separate the two types 
of sales. The more extensive records also com- 
plicate the job of the state’s auditors in checking 
retailers’ books. 

If the number of exempt commodities is large 
they become a serious roadblock to effective en- 
forcement. The work of the auditors is the key 
element in enforcement of the sales tax. If audi- 
tors can enter a store knowing the tax due is 
approximately three per cent of sales, it is much 
easier to determine the full amount due. Con- 
sequently compliance with the law is vastly im- 
proved. The retailer is not tempted to be lax in 
reporting the full amount of the tax, and he is 
happier because he knows that his competitors 
are also paying the full amount. 

The cost of administering and collecting sales 
taxes appears to be no more expensive than ob- 
taining the average state tax dollar. In reply 
to requests for information from the Federal 
Reserve Bank of Boston, twelve states that have 
both general sales and income taxes were able to 
report their costs of collecting each. Eleven of 
the twelve spend more to collect a dollar of rev- 
enue from the income than from the sales tax. 

The collection of the income tax also places 
certain costs of compliance upon taxpayers. If 
the tax is withheld, employers must withhold the 
proper amount of tax from wages, submit the 


TABLE lil 


COST OF ADMINISTRATION AND PERSONNEL UTILIZED, 
RETAIL SALES TAX IN 17 STATES 











| Cost of 
f Number | Numberof| Collection and 
Fiscal | Collections of Auditors- | Enforcement as 

State | Year | (thousands) | Employees | Examiners | Per Cent of Yield 
Ala. ‘54 $ 58,932 169 n.d. 1.68 
Cal. 55 492,879 1541 735 2.01 
Colo. oS 37,072 103 n.d. 1.40 
Conn. “ss 60,917 123 66 94 
Fla. 55 74,027 278 111 1.85 
il. 55 207,343 549 109 1.48 
Kans. "55 50,502 146 62 1.28 
La. "ss 64,811 n.d. n.d. n.a. 
Md. 55 34,999 147 63 1.76 
Mich. 35 300,266 293 219 .85 

iO. 54 90,484 n.a. n.a. n.d. 
N.C. "55 58,413 247 98 1.58> 
Ohio 55 207,217 400 201 3.82 
Okla. 54 43,493 107 n.a. n.a. 
el a 55 46,649 1978 56 1.58 
Tenn. "55 55,112 150 44 n.d. 
Wash. "§5 128,377 203 60 n.d. 




















n.d. not available. 
® Personnel data are for 1954-55. 
b Incomplete, includes only wages and salaries. 


Source: Ohio Department of Taxation, Cost of Administration, Retail Sales 
Taxes, Selected States, 1956. 


withholdings to the government, and provide 
annual statements to employees. The burden of 
completing returns varies enormously between 
individuals. Some persons need do little more 
than submit their employer’s withholding re- 
ceipt. Those who itemize deductions or have 
income or capital gains from business or invest- 
ments may have to keep a number of records 
and engage in lengthy computations. 


Conclusions 

In considering the feasibility of adopting the 
entirely new (for Massachusetts) revenue source 
of a general sales tax, it is worthwhile to examine 
the experience of other states. 

The sales tax has grown enormously in popu- 
larity as the answer to state needs for additional 
revenue. While 22 states had general sales taxes 
in 1945, 32 states now use it to collect one-third 
of their tax revenues. Nineteen of these also 
have both personal and corporate income taxes. 

The sales tax is receiving prominent considera- 
tion as a new source of tax revenue in more than 
half the remaining 15 states. Tax policy com- 
mittees appointed by the governors or legisla- 
tures of Idaho, Wisconsin and Oregon have re- 
cently recommended that their states should 
adopt a retail sales tax. Such a committee, com- 
posed of businessmen, labor leaders and public 
officials, unanimously recommended that Penn- 
sylvania’s temporary and selective sales tax be 
made a permanent and general one. A similar 
committee in Minnesota proposed that, if more 
revenue were needed in the future, the sales tax 
and the value-added tax be considered. 





These committees emphasized the need to 
maintain an attractive tax climate for manu- 
facturing firms so that this “man-made” barrier 
should not hinder their states’ economic growth. 
They also recommended the removal or reduc- 
tion of certain taxes in order to stimulate eco- 
nomic growth. The Governor of North Caro- 
lina, which has a sales tax, has endorsed the re- 
cent proposal of a state tax study commission to 
lower corporation taxes to make them “competi- 
tive’ with those of other states. The commission 
relies upon the stimulation to industrial growth 
to replace the initial loss of tax revenues. 

Of Massachusetts’ 11 leading industrial com- 
petitors,® nine have state sales taxes and New 
York has municipal sales taxes. Only New Jer- 
sey does not use this tax. 

Thus the adoption of a sales tax in Massa- 
chusetts has a number of points to recommend it. 
It has been successfully tried and adopted in 
numerous other states. Massachusetts should be 
able to build upon the experience of others to 
develop an efficient and enforceable tax. It is 
* California, Connecticut, Illinois, Michigan, New Jersey, 


New York, North Carolina, Ohio, Pennsylvania, South 
Carolina, and Tennessee. 


capable of providing sufficient revenue to ease 
the future load on property and corporation 
taxes. 

In examining the sales tax and the personal 
income tax as the best ways to raise substantial 
amounts of new revenue, it was found that 
the two are about equal in cost of collections. A 
sales tax would also give larger yields than would 
revision of the income tax. It was further found 
that a sales tax which exempted food and hous- 
ing was a proportional rather than a regressive 
tax. However, it would collect more from large 
families with low incomes than would a progres- 
sive income tax. 

The sales tax and a revised personal income 
tax are not mutually exclusive alternatives. 
While their merits have been discussed in terms 
of their contrast with each other, additional 
revenue might be raised by both means. 

To the extent that the raising of additional 
revenue through either a sales tax or a personal 
income tax results in lowering or holding down 
the rates of local property and corporation taxes, 
Massachusetts will be that much more attractive 
a place for investment in new plant and equip- 
ment, to the benefit of all taxpayers. 





